Based on the A-share companies from 2012 to 2015, this paper investigated the relationship between internal control and audit pricing from the perspective of equity incentive. The study reveals that internal control has a significant negative impact on audit pricing. Specifically, the better the quality of internal control, the lower the level of audit pricing. Further study finds that the implementation of equity incentive strengthens the governance effect of internal control on audit pricing.
Introduction
Audit pricing is the link between the accounting firms and clients, and the amount will affect the economic interests on both of them. So the factors affecting the audit pricing are a hot issue no matter in domestic survey or foreign survey. Prior studies find that the factors which affect the audit pricing include the costs of audit services, the profit of CPA firms and the expected loss brought by the risk. However, regardless of audit costs or audit risks, are closely related to the design and implementation of internal control. Therefore, the quality of internal control of listed companies may affect the level of audit pricing.
In addition, in the process of internal control construction, corporate executives play an important role, and the implementation of executive incentive mechanism will affect the behavior of executives, resulting in regulatory effects. So, does the equity incentive, which is one of the incentives, have an impact on the relationship between internal control and audit pricing? If there is an impact, equity incentives will enable executives to better fulfill their internal oversight responsibilities, promote internal control construction, and thus help reduce audit pricing? Or to enable managers to control the accounting information above the internal control for the maximization of personal interests, thereby increasing audit risk and audit pricing? This requires further research.
Based on the above analysis, this paper takes 2012-2015 A-share listed non-financial companies in China as samples, and examines the impact of internal control quality on audit pricing. In addition, we also examine whether the implementation of equity incentive will have influence the relationship between the quality of internal control and audit pricing. After the empirical research, we find that the better the quality of internal control of the company, the lower the audit pricing; equity incentive can strengthen the negative impact of internal control on audit pricing, when the company implements equity incentive, the negative impact of internal control on audit pricing is more significant.
Theoretical Analysis and Hypotheses
At present, risk-oriented audit has become the development trend of the entire audit industry. Modern risk-oriented audit requires that the auditor need to start his work by first understanding the audited entity and their environment, especially the internal control of the audited entity. The auditor controls the risk of the audit by understanding the internal control of the audited entity, assessing control risk and the risk of material misstatement, and selecting the appropriate audit procedure according to the risk of material misstatement, and finally restricting the audit risk to a certain level. In particular, when the quality of internal control is low, the possibility of material misstatement is large, the reliability of the audit evidence is also low and the detection risk is high, the corresponding auditor will expand the scope of the audit, increase the substantive procedures, thereby increasing audit costs. On the other hand, when the quality of internal control is low, there is a high risk of misstatement of corporate financial report, and the risk of audit failure faced by CPA is high. Based on the deep pocket theory and insurance theory, the accounting firm will add some risk premium. Raghunandan and Rama (2006) find that audit fees for fiscal 2004 are 43 percent higher for clients with a material weakness disclosure compared to clients without such disclosure; Hogan and Wilkins (2008) test whether auditors increase audit fees for firms with internal control deficiencies and find that audit fees are significantly higher for firms with internal control deficiencies; Yuedong Li (2014) expect that the material internal control deficiency has a significant positive relation with audit pricing; Hang Si (2016) find that the higher of internal control, the lower of the audit pricing. This combination of theoretical analysis and empirical analysis leads to our first hypothesis:
H1: There is a significant negative correlation between internal control quality and audit pricing.
The relationship between internal control and audit pricing may be affected by executive equity incentives. First of all, although the internal control requires the board of directors, board of supervisors, managers and all employees to participate in, it is designed and run by company executives. Qiusheng Wu (2011) find that the management idea influences the control consciousness of all staff and determines the effectiveness of internal control. Secondly, the essence of internal control is to balance the relationship between the different stakeholders in the enterprise contract, and the basic principle of the executive equity incentive mechanism design is to make the contract participants to maximize the individual interests at the same time to achieve the objectives set by the mechanism. Therefore, the design of executive equity incentive mechanism will inevitably affect the operation of internal control and the size of control risk, thus affecting the audit pricing.
According to "behalf alignment effect", the implementation of equity incentive can solve the agency problem. The higher the degree of equity incentive, the more able to promote the consistency of the interests of managers and shareholders, reduce agency costs and improve the effectiveness of internal control. In addition, the implementation of equity incentive can make managers control power correspond to the risk, so executives will allocate as much as possible the company's various resources to ensure that the construction and implementation of internal control more timely and effective, which can reduce the audit risk, and then help reduce audit pricing. Hence, we have our second hypothesis: H2: Equity incentive will strengthen the negative impact of internal control on audit pricing.
Research Design Sample Selection and Data Sources
Our initial sample consists of all A-share listed companies from 2012 to 2015 in China, and we finally got 8,251 samples by sample selection as follows: (1) eliminating the financial industry companies; (2) eliminating ST companies; (3) eliminating the companies with missing financial data. We obtain financial data for these firms from CSMAR databases. To avoid the effect of the outliers, we performed the winsorize processing on all the continuous variables.
Explained Variable
Audit pricing. Following the research of Xiaoya Ni et al. (2017), we use natural logarithm of audit fees as the substitute variable of audit pricing.
Explanatory Variable
Internal control. This paper uses the Internal Control Index of the listing Corporation published by Dibo Risk Management Technoloy Co. Ltd. To measure internal control.
Control Variables
Based on the research of Xiaofeng Quan and Xingmei Xu (2017), we choose audit opinion (OPINION) , auditor quality (BIG4), firm size (SIZE), inventory-asset ratio (INV), firm location (LOCATE), loss (LOSS), growth opportunities(TOBIN Q), and leverage (LEV) as control variables. The concrete variable definitions are shown in Table 1 . 
Model Establishment
We test the hypothesis by estimating the following model:
LNFEE=α+β1IC+β2OPINION+β3BIG4+β4SIZE+β5INV+β6LOCATE+β7LOSS+β8TOBINQ+β9L EV+∑IND+∑YEAR+ε (1) where explained variable is LNFEE, explanatory variable is IC. α is constant, βi is regression coefficient. If a firm's audit pricing is associated with internal control quality as hypothesized, the coefficient on IC should be a negative (β1 < 0). Table 2 provides descriptive statistics for all variables used in the regressions. The sample comprises 8,251 observations for the period between 2012-2015. For audit pricing, the minimum value of LNFEE is 9, the maximum value of LNFEE is 18, indicating that the sample company's audit pricing is quite different. For internal control, the mean value of IC is 6.5137, indicating that the quality of internal control of listed companies in China overall is good. The descriptive information of the control variables is basically the same as the available literatures, and is not described here again. We estimate the Pearson correlations of the variables used in the regressions. The untabulated results indicate that IC is highly correlated with LNFEE (significant at the 1% level). The correlations between control variables are all below 0.50, suggesting that multicollinearity is of limited concern. Table 3 reports the regression results of model for the test of Hypothesis. From the second column we can see that internal control quality (IC) has a significant negative correlation with firm's audit pricing (LNFEE) at the level of 5%. It indicates that the higher internal control quality, the lower audit pricing. The result support H1.
The Empirical Results and Analysis

Descriptive Statistics
Multivariate Analyses
In order to verify whether the equity incentive affects the relationship between the quality of internal control and audit pricing, we further divide the samples into the two groups of the equity incentive group and non-equity incentive group, and carried out the multiple regression of the above model. The result in third column shows in the equity incentive group, internal control quality (IC) has a significant negative correlation with firm's audit pricing (LNFEE) at the level of 1%. However, the fourth column presents the regression coefficient of internal control quality (IC) is 0.001 and not significant in the non-equity incentive group. It indicates that equity incentives can improve the quality of internal control, and then reducing audit pricing. These results support H2. Note: *, **, *** represent significance at the 10%, 5%, 1% levels.
Conclusions
In this paper, we studied the relationship between internal control and audit pricing, and whether the implementation of equity incentive influences the governance effect of internal control on audit pricing. Using the samples of the A-share listed companies between 2012-2015 in China, We document that internal control has a significant negative impact on audit pricing. The further studies show equity incentive can strengthen the negative impact of internal control on audit pricing, when the company implements equity incentive, the negative impact of internal control on audit pricing is more significant.
